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Initial Statement of Reasons for the 

Proposed Re-Adoption of California Code of Regulations,  

Title 18, Section 474, Petroleum Refining Properties 

SPECIFIC PURPOSE, PROBLEM INTENDED TO BE ADDRESSED, NECESSITY, AND 

ANTICIPATED BENEFIT 

 

Existing Law 

 

Initial Adoption of Rule 474  

 

The State Board of Equalization (Board) previously adopted California Code of Regulations, title 

18, section (Rule) 474, Petroleum Refining Properties.  In Western States Petroleum Association 

v. Board of Equalization (2013) 57 Cal.4th 401 (hereafter WSPA v. BOE), the California 

Supreme Court provided the following summary of the applicable property tax laws as they 

existed prior to the Board’s initial adoption of Rule 474 and the effect of the initial adoption of 

Rule 474:  

 

Article XIII, section 1 of the California Constitution declares that “[a]ll property 

is taxable and shall be assessed at the same percentage of fair market value.”  

(Cal. Const., art. XIII, § 1, subd. (a).)  Proposition 13, an initiative measure 

enacted in June 1978, added article XIII A to the California Constitution and 

changed the taxation of real property by replacing “the fair market valuation 

standard with that of acquisition value.”  (Roy E. Hanson, Jr. Mfg. v. County of 

Los Angeles (1980) 27 Cal.3d 870, 873 [167 Cal. Rptr. 828, 616 P.2d 810].)  

Article XIII A, section 2 provides that all real property, except for property 

acquired prior to 1975, shall be assessed and taxed at its value on the date of 

acquisition, subject to a 2 percent maximum annual inflationary increase.  

(Amador Valley Joint Union High Sch. Dist. v. State Bd. of Equalization (1978) 

22 Cal.3d 208, 235 [149 Cal. Rptr. 239, 583 P.2d 1281].)  This is sometimes 

referred to as the indexed or adjusted base year value.  (See Bd. of Equalization, 

Assessors’ Handbook, Section 501, Basic Appraisal (2002 rev.) appen. A, 

Assessment Pre- and Post-Proposition 13, p. 137.) 

 

Proposition 13 did not address how real property should be assessed and taxed 

when its market value declines instead of appreciates.  To address this issue, 

California voters passed Proposition 8 in November 1978.  Proposition 8 amended 

article XIII A so that it now reads: “The full cash value base may reflect from 

year to year the inflationary rate not to exceed 2 percent for any given year or 

reduction as shown in the consumer price index or comparable data for the area 

under taxing jurisdiction, or may be reduced to reflect substantial damage, 

destruction, or other factors causing a decline in value.”  (Cal. Const., art. XIII A, 

§ 2, subd. (b).)  In other words, when the value of real property declines to a level 
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below its adjusted base year value under Proposition 13, the value of the property 

is determined according to its actual fair market value. 

 

The Legislature formed a task force to study the implementation of the new real 

property tax system mandated by Proposition 13 and Proposition 8.  In January 

1979, the task force submitted a report and recommendations to the Assembly 

Committee on Revenue and Taxation, officially titled Report of the Task Force on 

Property Tax Administration (hereafter Task Force Report).  (See Pacific 

Southwest Realty Co. v. County of Los Angeles (1991) 1 Cal.4th 155, 161 [2 Cal. 

Rptr. 2d 536, 820 P.2d 1046].)  The Task Force Report has been recognized as a 

statement of legislative intent for purposes of interpreting the statutes enacted to 

implement Proposition 13 and Proposition 8.  (See, e.g., Auerbach v. Assessment 

Appeals Bd. No. 1 (2006) 39 Cal.4th 153, 161 [45 Cal. Rptr. 3d 774, 137 P.3d 

951].) 

 

The report recommended that “the assessed value of real property be the lesser of 

the Prop. 13 base value compounded annually by 2% or full cash value. These 

changes will be measured by that appraisal unit which is commonly bought and 

sold in the market, or which is normally valued separately.”  (Task Force Rep., 

supra, at p. 29.)  Revenue and Taxation Code section 51 was subsequently 

amended to incorporate the task force recommendations.  (All further statutory 

references are to the Revenue and Taxation Code unless otherwise specified.) 

Section 51, subdivision (a) (hereafter section 51(a)) provides that “the taxable 

value of real property shall . . . be the lesser of:  [¶]  (1) Its base year value, 

compounded annually since the base year by an inflation factor . . .”  not to 

exceed 2 percent per year, or “(2) Its full cash value, as defined in Section 110, as 

of the lien date, taking into account reductions in value due to damage, 

destruction, depreciation, obsolescence, removal of property, or other factors 

causing a decline in value.”  Section 110, subdivision (a) defines the term “full 

cash value,” synonymously with the term “fair market value,” as “the amount of 

cash or its equivalent that property would bring if exposed for sale in the open 

market under conditions in which neither buyer nor seller could take advantage of 

the exigencies of the other, and both the buyer and the seller have knowledge of 

all of the uses and purposes to which the property is adapted and for which it is 

capable of being used, and of the enforceable restrictions upon those uses and 

purposes.” 

 

Most significantly for this case, the term “real property” under section 51, 

subdivision (d) (hereafter section 51(d)) is defined as “that appraisal unit that 

persons in the marketplace commonly buy and sell as a unit, or that is normally 

valued separately.”  This definition echoes almost verbatim the definition 

recommended by the Task Force Report.  The statute does not further define 

“appraisal unit,” but the term is defined by regulation as “a collection of assets 

that functions together, and that persons in the marketplace commonly buy and 

sell as a single unit or that is normally valued in the marketplace separately from 

other property . . . .” (Cal. Code Regs., tit. 18, § 324.) 
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In the wake of Proposition 13 and Proposition 8, and shortly before the enactment 

of section 51, the Board promulgated and then amended rule 461, a regulation 

applicable to most real property used for manufacturing.  (Cal. Code Regs., tit. 18, 

§ 461 (Rule 461).)  Rule 461, subdivision (e) (hereafter Rule 461(e)) provides: 

“Declines in value will be determined by comparing the current lien date full 

value of the appraisal unit to the indexed base year full value of the same unit for 

the current lien date.  Land and improvements constitute an appraisal unit except 

when measuring declines in value caused by disaster, in which case land shall 

constitute a separate unit.  For purposes of this subdivision, fixtures and other 

machinery and equipment classified as improvements constitute a separate 

appraisal unit.” 

 

At the same time that it adopted Rule 461(e)’s classification of fixtures as “a 

separate appraisal unit,” the Board adopted two exceptions to this rule for certain 

types of industrial property where land and fixtures were valued as a single unit in 

the marketplace: Rule 468, which applies to oil and gas properties, and Rule 469, 

which applies to mining properties.  (See Cal. Code Regs., tit. 18, §§ 468, subd. 

(c)(6) (Rule 468), 469, subd. (e)(2)(C) (Rule 469).)  Rule 473, adopted in 1995, 

similarly treats land and fixtures on geothermal properties as a single appraisal 

unit. (Cal. Code Regs., tit. 18, § 473(e)(4)(C) (Rule 473).)  Petroleum refinery 

property was covered by Rule 461(e) until the Board’s adoption of Rule 474. 

 

In September 2006, the Board voted three to two to adopt Rule 474 to address 

“the valuation of the real property, personal property, and fixtures used for the 

refining of petroleum.”  (Rule 474, subd. (a).)  Subdivision (b)(1) of Rule 474 

states that “[t]he unique nature of property used for the refining of petroleum 

requires the application of specialized appraisal techniques designed to satisfy the 

requirements of article XIII, section 1, and article XIII A, section 2, of the 

California Constitution.  To this end, petroleum refineries and other real and 

personal property associated therewith shall be valued pursuant to the principles 

and procedures set forth in this section.”  Rule 474, subdivision (c)(2) states that 

“‘[a]ppraisal unit’ consists of the real and personal property that persons in the 

marketplace commonly buy and sell as a unit.”  Most pertinent here, subdivision 

(d) states that “[f]or the purposes of this section: [¶] (1) Declines in value of 

petroleum refining properties will be determined by comparing the current lien 

date full value of the appraisal unit [(i.e., its value in an open market transaction)] 

to the indexed base year full value of the same unit [(i.e., its Proposition 13 

value)]. [¶] (2) The land, improvements, and fixtures and other machinery and 

equipment classified as improvements for a petroleum refining property are 

rebuttably presumed to constitute a single appraisal unit . . . .  [¶] (3) In rebutting 

this presumption, the assessor may consider evidence that: [¶] (A) The land and 

improvements including fixtures and other machinery and equipment classified as 

improvements are not under common ownership or control and do not typically 

transfer in the marketplace as one economic unit; or, [¶] (B) When the fixtures 

and other machinery and equipment classified as improvements are not 
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functionally and physically integrated with the realty and do not operate together 

as one economic unit.”  (Rule 474, subd. (d); italics added [in original opinion].) 

 

The difference between treating fixtures as a separate appraisal unit (Rule 461(e)) 

and treating fixtures and land together as a single appraisal unit (Rule 474) may 

be illustrated by a hypothetical drawn from a Board staff report.  (For brevity, we 

will use the term “land” to refer to land and “non-fixture” improvements 

considered together unless otherwise indicated.)  Suppose that following the 

purchase of a petroleum refinery property, the assessed value in “Year 1” of the 

land is $ 2 million and the assessed value of the fixtures is $1 million.  Now 

suppose the land appreciates at $ 100,000 per year while the fixtures, when 

appraised separately, depreciate at $ 100,000 per year.  Under Rule 461(e), the 

treatment of fixtures as a separate appraisal unit means that the assessed value of 

the fixtures will decline by $ 100,000 each year, while the land, though 

appreciating at $ 100,000 per year, will yield an assessed value that increases by 

only 2 percent each year, the maximum increase allowed by Proposition 13.  The 

results are shown in the following table: 

 

Assessed 

Value 

Year Land Fixtures Total 

1 $ 2,000,000 $ 1,000,000 $ 3,000,000 

2 $ 2,040,000 $ 900,000 $ 2,940,000 

3 $ 2,080,800 $ 800,000 $ 2,880,800 

4 $ 2,122,416 $ 700,000 $ 2,822,416 

5 $ 2,164,864 $ 600,000 $ 2,764,864 

6 $ 2,208,162 $ 500,000 $ 2,708,162 

 

By contrast, if land and fixtures were treated as a single appraisal unit under Rule 

474, the total assessed value of petroleum refinery property beyond Year 1 would 

be greater than the values shown above.  When such property is treated as a single 

unit, fixture depreciation ($ 100,000 per year) may be offset by the full amount of 

land appreciation ($ 100,000 per year), resulting in a total assessed value of $ 3 

million each year.  The total assessed value may be even greater than $ 3 million 

beyond Year 1 (though no greater than a 2 percent annual increase) to the extent 

that fixture values decline by less than $ 100,000 per year when petroleum 

refinery fixtures are bought and sold in the open market as a single unit with the 

underlying land.  Thus, owners of petroleum refinery property pay higher 

property taxes under Rule 474 than under Rule 461(e). 

 

Before adopting Rule 474, the Board held a hearing at which several public 

officials testified in favor of the rule.  Typical was the testimony of Rick 

Auerbach, the Los Angeles County Assessor, who stated that in his experience 

“refineries in California . . . are bought and sold as a unit.  . . . I am not aware of 

one that has not been sold as a unit.  If we have a case where there is the potential 

for a refinery to be dismantled and sold–where the fixtures are sold separately, the 
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proposed rule is a rebuttable presumption and we would take that into account.  

And we would value the fixtures separately.” 

 

The Board concluded in its final statement of reasons before adopting the rule that 

“sufficient evidence in the rulemaking record exists to determine that proposed 

Rule 474 is necessary to obtain assessments more accurately reflecting how 

petroleum refinery properties would actually trade in the marketplace.  . . . At the 

June 27, 2006 Property Tax Committee meeting, Thomas Parker, Deputy County 

Counsel, Sacramento County; Rick Auerbach, Los Angeles County Assessor and 

President of the California Assessor’s Association; Lance Howser, Chief 

Assessor, Solano County; and Robert Quon, Director of Major Appraisals for the 

Los Angeles County Assessor’s office, all testified that refineries are in fact 

bought, sold, and valued as a single unit.  In the same meeting, Mr. Auerbach 

testified that refineries are different from other heavily-fixtured manufacturing 

industries such as breweries, canneries, and amusement parks and toy 

manufacturing.  Refineries are unique in that up to 80 percent of their values are 

contained in the fixtures and because the land and fixtures are so integrated, it is 

difficult to physically separate the fixtures from the land.  Further, the land and 

fixtures are also so economically integrated that a buyer normally would not, in a 

fair market transaction, purchase the land separately from the fixtures or the 

fixtures separately from the land.  [¶]  Since petroleum refineries are bought and 

sold as a unit consisting of land and fixtures, to value the fixtures separate and 

apart from the land may result in assessed values either below or above fair 

market value in violation of Propositions 8 and 13.” 

 

Petroleum industry counsel submitted evidence to the Board, mostly in the form 

of for-sale advertisements and newspaper articles, showing that refinery fixtures 

are sometimes dismantled and sold separately. 

 

In November 2007, the Office of Administrative Law approved the regulation, 

and it became effective in December 2007.  (WSPA v. BOE, pp. 409-413.) 

 

Procedural History Regarding WSPA v. BOE 

 

In WSPA v. BOE, the California Supreme Court also explained that in December 2008, the 

Western States Petroleum Association (WSPA) filed a complaint challenging the validity of Rule 

474 and seeking a declaration that the Board violated the Administrative Procedure Act (APA) 

(Gov. Code, § 11340 et seq.) in adopting the rule because: (1) “Rule 474 is inconsistent with 

California Constitution, article XIII A and section 51(d), and is not necessary to implement such 

law; (2) Rule 474 violates article XIII A’s cap on year-to-year increases in assessed value of real 

property; (3) Rule 474 violates article XIII A’s requirement of a two-thirds vote of the 

Legislature for raising real property taxes; and (4) Rule 474 violates petroleum refiners’ 

constitutional right to equal protection and uniformity of laws.”  (WSPA v. BOE, pp. 413-414.)  

And, “[i]n October 2009, the Board and WSPA filed cross-motions for summary judgment.  

WSPA argued that Rule 474 violates section 51(d) and California Constitution, article XIII A, 

and that the Board failed to provide an adequate statement of economic impact as required by the 
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APA.  The trial court granted WSPA’s summary judgment motion on both grounds, and the 

Court of Appeal affirmed on both grounds” before the California Supreme Court granted review.  

(WSPA v. BOE, p. 414.) 

 

California Supreme Court Held that Rule 474 is Consistent with Existing Property Tax Law 

 

In WSPA v. BOE, the California Supreme Court disagreed with all of WSPA’s arguments as to 

why Rule 474 violates Revenue and Taxation Code (RTC) section 51, subdivision (d) (hereafter 

section 51(d)) and California Constitution, article XIII A.  The Court specifically concluded that 

“Rule 474’s market-based approach to determining the proper appraisal unit for petroleum 

refinery property ensures that reductions in property values are measured according to fair 

market value.  Thus, Rule 474 appears consistent with articles XIII and XIII A.”  (WSPA v. BOE, 

pp. 416-417.)   

 

The California Supreme Court specifically concluded that “Rule 474 is also consistent with 

section 51(d).”  (WSPA v. BOE, p. 417.)   The Court said that “[b]y its terms, the statute provides 

two alternative methods of determining the appraisal unit that constitutes taxable real property:  

it is either (1) a unit ‘that persons in the marketplace commonly buy and sell as a unit’ or (2) a 

unit ‘that is normally valued separately.’  Rule 474 applies the first method to petroleum refinery 

property.”  (WSPA v. BOE, p. 417.)   

 

In addition, the California Supreme Court found that “the Legislature enacted section 51(d) on 

the understanding that real property values may ‘rise and fall ... [to] any point below [the 

Proposition 13] cap, should actual market values so dictate,” “Rule 474 furthers the long-

standing mandate to appraise real property according to ‘actual market values,’” and “Rule 474’s 

market-based approach to determining the proper appraisal unit was in fact the traditional 

method for making such determinations before Proposition 13.”  (WSPA v. BOE, p. 419.)  The 

Court also specifically found that “Rule 474 thus represents no change in the method of 

determining the appropriate appraisal unit.  In adopting this exception to Rule 461(e) for 

petroleum refinery property, the Board sought to align the concept of ‘appraisal unit’ with the 

settled rule that when real property declines in value, it should be appraised according to its 

actual market value.  There is no evidence that section 51(d) was intended to freeze or codify the 

treatment of industrial fixtures as a separate appraisal unit.”  (WSPA v. BOE, p. 421.)   

 

Further, the California Supreme Court expressly held that “no constitutional or statutory 

provision precludes the Board from treating land and fixtures as a single appraisal unit when 

substantial evidence indicates that a particular type of property is bought and sold as a single unit 

in the marketplace.”  (WSPA v. BOE, p. 422.)  The Court also held that Rule 474 does properly 

take into account reductions in value due to “depreciation” as required by RTC section 51, 

subdivision (a)(2).  (Ibid.)  The Court stated that: 

 

To account for fixture depreciation separately when land and fixtures are actually 

bought and sold as a single unit would allow the owner to claim a reduction in 

real property value that is economically fictitious, resulting in a tax windfall.  

Neither California Constitution, article XIII A nor section 51 nor traditional 

appraisal practices require the unit of appraisal to be defined in a manner that 
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maximizes the depreciation of fixtures in contravention of economic reality.  To 

the contrary, the law and consistent practice have long required appraisal of real 

property in the declining value context to reflect its “full cash value”—that is, the 

value “property would bring if exposed for sale in the open market.”  (§§ 51(a)(2), 

110.)  Rule 474 is consistent with this principle.  (WSPA v. BOE, p. 423.)   

 

Furthermore, the California Supreme Court held that the Board’s adoption of Rule 474 did not 

violate section 3, subdivision (a), of article XIII A of the California Constitution, which prohibits 

tax increases without a two-thirds vote of both houses in the Legislature.  The Court said that 

“By its terms, article XIII A, section 3(a) applies only to a ‘change in state statute which results 

in any taxpayer paying a higher tax.’ (Italics added [in original opinion].)  It does not apply to an 

agency’s decision to modify an administrative rule in response to substantial evidence that such 

modification is reasonably necessary to faithfully implement an existing statute.”  (WSPA v. 

BOE, pp. 423-424.)      
 

California Supreme Court Held that Rule 474 is Procedurally Invalid 

 

Although the California Supreme Court held that Rule 474 was substantively valid in WSPA v. 

BOE, the Court still concluded that the Board’s adoption of Rule 474 was procedurally invalid 

under the APA.  (WSPA v. BOE, pp. 408-409.)  The Court held that the Board did not properly 

assess the economic impact of Rule 474 and that the Board’s initial determination that Rule 474 

would not have a significant adverse economic impact on businesses did not substantially 

comply with the APA (Gov. Code, §§ 11346.2, subd. (b)(5)(A), 11346.3, 11346.5, subd. (a)(8)) 

because: 

 

 “The Board relied on a 2006 document titled ‘Revenue Estimate’ concerning proposed 

Rule 474.  According to the document, which was prepared by Board staff, WSPA 

reported that there are 20 major refineries located in California, with five in Los Angeles 

County and four in Contra Costa County.  (Bd. of Equalization, Revenue Estimate, Issue 

No. 6-001 (June 7, 2006) p. 2.)  County data indicated that the total assessment in these 

two counties was over $ 14 billion, with about 80 percent of that value enrolled as 

fixtures.  Projecting figures statewide, the Board staff estimated that there was $ 32 

billion of refinery property, of which $ 25 billion consisted of fixtures and $ 7 billion in 

land and nonfixture improvements.  To ‘conservatively estimate’ the incremental amount 

of taxable assessed value resulting from the proposed rule, the Board staff multiplied the 

$ 7 billion in land value by a 2 percent appreciation factor to conclude that Rule 474 

would yield ‘at least $ 140 million’ in additional assessed value.  (Revenue Estimate, at 

p. 3.)  The Board staff then multiplied $ 140 million by the 1 percent tax on real property 

permitted under article XIII A to arrive at $ 1.4 million as the annual estimated revenue 

effect of Rule 474, while acknowledging that ‘[t]he actual revenue effect could be 

considerably higher or lower depending on the number of properties [affected] and the 

actual amount of offsetting values.’  (Revenue Estimate, at p. 3.)  Based on these 

calculations, the Board concluded that Rule 474 ‘will not have a significant adverse 

economic impact on businesses.’”  (WSPA v. BOE, pp. 429-430.);     

 The Court concluded that “[e]ven assuming the Board could reasonably project $ 32 

billion as the total value of 20 refineries statewide based on data showing $ 14 billion as 

https://www.lexis.com/research/buttonTFLink?_m=28640965a77b9729419169e4e22635ed&_xfercite=%3ccite%20cc%3d%22USA%22%3e%3c%21%5bCDATA%5b57%20Cal.%204th%20401%5d%5d%3e%3c%2fcite%3e&_butType=4&_butStat=0&_butNum=459&_butInline=1&_butinfo=CAL.%20CONST.%20XIII%20A%203&_fmtstr=FULL&docnum=1&_startdoc=1&wchp=dGLzVzk-zSkAz&_md5=af245136377239d2d21dbac5fef62dbb
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the total value of nine refineries in two counties, the Board’s analysis offers no 

explanation why multiplying $ 7 billion in land value by a 2 percent appreciation factor 

is, empirically or conceptually, a valid or reasonable way to estimate the amount of 

fixture depreciation that would be offset by appraising land and fixtures as a single unit.”  

(WSPA v. BOE, p. 430.); and    

 “[T]he Board’s calculation failed to consider prior land appreciation and the full tax 

impact that would occur if land were valued at actual market value rather than adjusted 

base year value.”  (Ibid.)   

 

Repeal and Proposed Re-Adoption of Rule 474 

 

During the Board’s September 10, 2013, meeting, the Board considered a Chief Counsel 

Memorandum dated August 28, 2013.  In the Chief Counsel Memorandum, Board staff 

explained that the Board adopted Rule 474 on September 27, 2006, to clarify that, consistent 

with California Constitution article XIII, section 1, article XIII A (which contains Proposition 13 

as amended by Proposition 8), RTC section 51, and Rules 461, Real Property Value Changes, 

and 324, Decision, refinery property consisting of land, improvements, and fixtures is rebuttably 

presumed to be a single appraisal unit in determining Proposition 8 declines in value below the 

Proposition 13 adjusted base year value for property tax valuation purposes.  In the Chief 

Counsel Memorandum, Board staff also explained that the California Supreme Court held that 

Rule 474 was substantively valid in WSPA v. BOE.  However, nevertheless, the Court also 

invalidated Rule 474 on procedural grounds, finding that the Board failed to provide an adequate 

assessment of the rule’s economic impact during the rulemaking process as required by the APA.  

In particular, the Supreme Court held that Rule 474 is procedurally deficient because the Board 

did not make a reasoned estimate of all the cost impacts of the rule on affected parties.  

Therefore, in the memorandum, Board staff requested the Board’s authorization to repeal Rule 

474 pursuant to California Code of Regulations, title 1, section 100 (Rule 100).  Board staff also 

requested the Board’s authorization to initiate the rulemaking process to re-adopt Rule 474 

following the APA’s regular notice and public hearing process after Board staff reassessed the 

economic impact of Rule 474 on affected businesses in accordance with the APA and WSPA v. 

BOE.   

 

The Board also received a letter dated August 20, 2013, from Sharon Moller, the Chief Deputy 

Assessor for the Los Angeles County Assessor’s Office, which was attached to the August 28, 

2013, Chief Counsel Memorandum.  In the letter, Ms. Moller explained that the California 

Supreme Court’s opinion in WSPA v. BOE, which upheld the substantive validity of Rule 474, 

but still invalidated the rule on procedural grounds, created an issue (or problem within the 

meaning of Gov. Code, § 11346.2, subd. (b)(1)) for county assessors in counties with petroleum 

refinery property as to: 

 

 Whether petroleum refinery land, improvements, and fixtures constitute a single appraisal 

unit for determining declines in value, under RTC section 51 and the substantive policy 

expressed in Rule 474, because petroleum refineries are commonly bought and sold as a 

unit in the marketplace; or 

 Whether petroleum refinery fixtures constitute a separate appraisal unit, as provided in 

Rule 461, subdivision (e) (hereafter Rule 461(e)).     
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In the letter, Ms. Moller also requested that the Board initiate the rulemaking process to re-adopt 

Rule 474 to clarify that petroleum refinery land, improvements, and fixtures are rebuttably 

presumed to constitute a single appraisal unit for determining declines in value. 

 

In addition, the Board received the following written statement from Robert Cooney, Appraiser 

Specialist with the Los Angeles County Assessor’s Office: 

 

 
I have been involved with refinery valuations for the last eight years.  In that time, 

I have become something of a specialist in the application of the Sales 

Comparison Approach to refinery valuations.  I have spoken or am scheduled to 

speak to groups such as the SAA, IAAO, and the most recent WSPA Conference 

on refinery and oil valuation.  I have interacted with staff from the other two 

counties with large refinery properties, as well as every owner of a large refinery 

in California and their representatives.  

 
We at the County of Los Angeles are strongly in favor of the repeal and re-

initiation of the Rule 474 rulemaking process. 

 

The purpose of Rule 474 is, from our point of view, to codify a practice already 

employed at the County of Los Angeles.  In my time at the County, we have 

always viewed these properties as the market does, with land, improvement, and 

fixture operating as a unit.  This is not a novel practice, though it is a 

contraversion of the typical rebuttable presumption that land and improvement are 

bought and sold and therefore valuable separately from fixtures.  Passage of this 

rule allows us to continue to operate in harmony with market realities for refinery 

properties without having to overcome the rebuttable presumption each time these 

matters appear before an Assessment Appeals Board.  

 
It has been stated that there are exceptions to the norm that refinery assets operate 

and are sold as a unit.  The assumption is that, in the case of such an exception, 

the use of this rule will create an unfair burden on the Taxpayer.  The reality is 

that when we have evidence that a refinery has ceased to operate, and the land and 

improvements would not sell in the market with the fixtures, we have applied the 

normal valuation supposition that the fixtures are a separate appraisal unit and 

valued them as such.  Rule 474 would not force us to value them as one unit when 

they would not sell that way. 

 

It is true that the implementation of any new rule should proceed with prudence, 

but this rule was not created capriciously.  The substance of this rule has been in 

discussion and debate for the last several years.  The matter has been heard in the 

judicial system all the way to the Supreme Court of the State of California.  They 

indicated that the rule as already prepared was substantially valid and consistent 

with applicable constitutional and statutory provisions.  The only impediment to 

the validity of this rule as it was then proposed was the necessity to adequately 
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estimate all cost impacts on affected parties to meet the requirements for an 

Economic Impact Statement.  It is a disservice to that opinion, to the effort so far 

expended, and to the people of the State of California not to take this rule over 

this final hurdle.  We would beg the board to simply follow the advice so kindly 

proffered by the State Supreme Court and reintroduce the rule with a sufficient 

Economic Impact Statement to allow its passage. 

  

Therefore, at the conclusion of the Board’s discussion of the Chief Counsel Memorandum dated 

August 28, 2013, during its meeting on September 10, 2013, the Board Members unanimously 

voted to authorize staff to repeal Rule 474 pursuant to Rule 100, and initiate the rulemaking 

process to re-adopt Rule 474 after Board staff reassessed the economic impact of Rule 474 in 

accordance with the APA and WSPA v. BOE.  The Board determined that it is reasonably 

necessary to re-adopt Rule 474 for the specific purpose of addressing the issue (or problem) 

identified in Ms. Moller’s August 20, 2013, letter by clarifying that petroleum refinery land, 

improvements, and fixtures are rebuttably presumed to constitute a single appraisal unit for 

determining declines in value because petroleum refineries are commonly bought and sold as a 

unit in the marketplace.  The Board anticipates that the re-adoption of Rule 474 will clarify the 

treatment of petroleum refinery property for purposes of measuring declines in value, and 

thereby benefit county assessors and the owners of petroleum refineries by promoting fairness 

and uniformity in the assessment of petroleum refinery property throughout the state. 

   

The Board subsequently repealed Rule 474 pursuant to Rule 100, effective October 30, 2013.  

However, regardless of the repeal of Rule 474, county assessors are still authorized to determine 

that refinery property (land, improvements, and fixtures) constitutes a single appraisal unit for 

measuring declines in value when persons in the marketplace commonly buy and sell refinery 

property as a unit, in accordance with RTC section 51(d) as interpreted by the California 

Supreme Court in WSPA v. BOE (discussed in detail above).   

 

The proposed re-adoption of Rule 474 is not mandated by federal law or regulations.  There is no 

previously adopted or amended federal regulation that is identical to Rule 474.  

 

DOCUMENTS RELIED UPON 

 

The Board relied on the California Supreme Court’s opinion in WSPA v. BOE, that Rule 474’s 

market-based approach to determining the proper appraisal unit for petroleum refinery property 

is consistent with RTC section 51(d) and articles XIII and XIII A of the California Constitution 

because it ensures that reductions in property values are measured according to fair market value, 

in deciding to propose to re-adopt Rule 474.  The Board relied on the Chief Counsel 

Memorandum dated August 28, 2013 (referred to above), Ms. Moller’s August 20, 2013, letter, 

which was attached to the Chief Counsel Memorandum, the written statement from Robert 

Cooney (referred to above), and the comments made during the Board’s discussion of the Chief 

Counsel Memorandum during its September 10, 2013, Board meeting in deciding to propose to 

re-adopt Rule 474.  The Board also relied upon the documents (referred to above) and the 

information in attachments A through F to this initial statement of reasons (identified below) in 

assessing the economic impact of the re-adoption of Rule 474 and determining that the re-

adoption of Rule 474 will not have a significant adverse economic impact on business.  



 

 

ALTERNATIVES CONSIDERED 

 

The Board considered whether to begin the formal rulemaking process to re-adopt Rule 474 at 

this time or, alternatively, whether to take no action at this time.  The Board decided to begin the 

formal rulemaking process to re-adopt Rule 474 at this time because the Board determined that 

the re-adoption of Rule 474 is reasonably necessary for the reasons set forth above.   

 

The Board did not reject any reasonable alternative to Rule 474 that would lessen any adverse 

impact the proposed action may have on small business or that would be less burdensome and 

equally effective in achieving the purposes of the proposed regulation in a manner that ensures 

full compliance with the laws being implemented and made specific by the proposed regulation.  

No reasonable alternative has been identified and brought to the Board’s attention that would 

lessen any adverse impact the proposed action may have on small business, be more effective in 

carrying out the purposes for which the action is proposed, would be as effective and less 

burdensome to affected private persons than the proposed action, or would be more cost effective 

to affected private persons and equally effective in implementing the statutory policy or other 

provision of law than the proposed action. 

 

INFORMATION REQUIRED BY GOVERNMENT CODE SECTION 11346.2, 

SUBDIVISION (b)(5) AND ECONOMIC IMPACT ASSESSMENT REQUIRED BY 

GOVERNMENT CODE SECTION 11346.3, SUBDIVISION (b)  

 

Background Information Regarding the Petroleum Refining Industry 

 

Prior to beginning the formal rulemaking process, Board staff reviewed relevant background 

information regarding the California petroleum refining industry.  First, staff reviewed 

information available in the “Energy Almanac” published by the California Energy Commission, 

which provides both a quick overview and in-depth statistics regarding California’s energy 
1

industries.   The Energy Almanac explains that “California’s [petroleum] refineries are located in 

the San Francisco Bay area, Los Angeles area and the Central Valley.”  The Energy Almanac 

provides the following current table showing that there were 20 total refineries in California as of 

October 2012: 

California Oil Refinery Locations and Capacities 

Classification of refiners based on crude oil capacity (barrels per day) 
Information as of October 2012  

Refinery Name Barrels CARB CARB 

Per Day  Diesel Gasoline 

BP West Coast Products LLC, Carson Refinery 240,000 Yes Yes 

Chevron U.S.A. Inc., El Segundo Refinery 276,000 Yes Yes 

                                                           
1
 Attachment A contains the Energy Almanac information regarding California’s petroleum refineries quoted 

directly below.  
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Chevron U.S.A. Inc., Richmond Refinery 245,271 Yes Yes 

Tesoro Refining & Marketing Company, Golden 166,000 Yes Yes 

Eagle Martinez/Avon Refinery 

Shell Oil Products US, Martinez Refinery 156,400 Yes Yes 

ExxonMobil Refining & Supply Company, 149,500 Yes Yes 

Torrance Refinery 

Valero Benicia Refinery 132,000 Yes Yes 

ConocoPhillips, Wilmington Refinery 139,000 Yes Yes 

Tesoro Refining & Marketing Company, 103,800 Yes Yes 

Wilmington Refinery 

Valero Wilmington Refinery 78,000 Yes Yes 

ConocoPhillips, Rodeo San Francisco Refinery 78,400 Yes Yes 

ALON USA, Bakersfield Refinery 66,000 Yes Yes 

Paramount Petroleum Corporation, Paramount 50,000 No Yes 

Refinery 

ConocoPhillips, Santa Maria Refinery 41,800 No No 

Edgington Oil Company, Long Beach Refinery 26,000 No No 

Kern Oil & Refining Company, Bakersfield 26,000 Yes Yes 

Refinery 

San Joaquin Refining Company Inc., Bakersfield 15,000 Yes No 

Refinery 

Greka Energy, Santa Maria Refinery 9,500 No No 

Lunday Thagard, South Gate Refinery 8,500 No No 

Valero Wilmington Asphalt Refinery 6,300 No No 

Note: Data on this table represents total crude oil capacity not gasoline, distillate production, diesel fuel production or 

production of other products. Production potential varies depending on time of year and status of the refinery. A rule of 

thumb is that roughly 50 percent of total capacity is gasoline production (about 1.0 million barrels of gasoline - 42 million 
gallons - is produced per day).  

Source: California Energy Commission Fuels Office Staff.  

  
2

The Energy Almanac also provides the history of California’s petroleum refineries.   As relevant 

here, the history, which is current through October 2012, indicates that existing refineries are 

periodically bought and sold as a unit (land, improvements, and fixtures) and that none of the 20 

refineries listed above has changed ownership since June 2010, when Alon USA Energy, Inc., 

acquired its Bakersfield refinery.  For example, the history shows that Chevron’s El Segundo 

refinery, which has the greatest capacity of any of the 20 refineries, was owned by Standard Oil 

                                                           
2
 Attachment B contains the history of California’s petroleum refineries from the Energy Almanac. 
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Company from 1912-1926, Standard Oil Company of California from 1926-1977, Chevron USA 

Inc. from 1977-2001, Chevron Texaco Corporation from 2001-2005, and Chevron Corporation 

from 2005 to the present.  

  

Second, Board staff reviewed information regarding the United States’ petroleum refineries 

available from the United States Energy Commission (U.S.E.C.).  The U.S.E.C.’s information 

for the entire United States indicates that the country had 142 operable petroleum refineries as of 

January 1, 2014, and that the newest United States refinery began operating in Douglas, 

Wyoming, in 2008.
3
  The California specific information from the United States Energy 

Commission indicates that: 

 

 California’s newest refinery was built in 1979 and began operating in Wilmington, 

California in 1980; 

 California has had between 18 and 20 operable petroleum refineries from 2008 to 2014; 

and  

 At least one of California’s operable petroleum refineries has been idle, but not 

shutdown, at some point during each year from 2008 to 2014.
4
 

  

Third, Board staff reviewed the current state of the United States’ market for operating 

petroleum refineries.  Staff found that while there are individual pieces of refinery equipment 

available for sale, there are still significant sales of entire petroleum refineries occurring.  The 

most recent sale in California is the June 2013 sale of BP’s Carson, California refinery and 

related logistics and marketing assets in the region to Tesoro Corporation for approximately $2.4 

billion.
5
  Therefore, Board staff concluded that persons in the marketplace still commonly buy 

and sell operable California petroleum refineries as a unit, just as they did when the Board first 

adopted Rule 474. 

 

Economic Impact of the Re-Adoption of Rule 474 

 

Prior to beginning the formal rulemaking process, Board staff also determined how the re-

adoption of Rule 474 might change (or effect) the current assessment of petroleum refining 

property and thereby have an economic impact on county assessors and the California petroleum 

refining industry.  Board staff determined that, in the absence of Rule 474, county assessors are 

currently authorized by RTC section 51(d), as interpreted by the California Supreme Court in 

WSPA v. BOE, to determine that petroleum refinery property (land, improvements, and fixtures) 

constitutes a single appraisal unit for measuring declines in value when persons in the 

marketplace commonly buy and sell refinery property as a unit.  Therefore, Board staff 

determined that, as a result, county assessors are currently required to monitor the market for 

petroleum refinery property.  However, in the absence of substantial changes in the California 

petroleum refinery market (discussed above), it is also currently reasonable for a county assessor 

to generally value petroleum refinery property as a single appraisal unit, for purposes of 

measuring declines in value, and rely on each petroleum refinery owner to produce evidence, 

                                                           
3
 Attachment C contains the information regarding United States’ petroleum refineries from the U.S.E.C.  

4
 Attachment D contains the information regarding California’s petroleum refineries from the U.S.E.C.   

5
 Attachment E contains BP’s June 3, 2013, press release regarding the sale of the Carson, California, refinery to 

Tesoro Corporation.  
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when available, to establish that some or all of its refinery’s fixtures should be valued as a 

separate appraisal unit because those fixtures are not commonly bought and sold as a unit with 

the refinery’s land and improvements.   

   

Board staff determined that the re-adoption of Rule 474 does not materially change the treatment 

of petroleum refinery property under RTC section 51(d) as interpreted by the California Supreme 

Court in WSPA v. BOE.  Instead, the re-adoption of Rule 474 has the effect of clarifying that, 

based upon the California petroleum refinery market (discussed above):   

 

 “The land, improvements, and fixtures and other machinery and equipment classified as 

improvements for a petroleum refining property are rebuttably presumed to constitute a 

single appraisal unit” for purposes of determining declines in value because doing so is 

generally consistent with RTC section 51(d) as interpreted by the California Supreme 

Court in WSPA v. BOE; and  

 Rule 461(e)’s provisions providing that “fixtures and other machinery and equipment 

classified as improvements constitute a separate appraisal unit” for purposes of 

determining declines in value do not apply to petroleum refinery property, unless there is 

evidence that treating specific fixtures as a separate appraisal unit would be consistent 

with RTC section 51(d) as interpreted by the California Supreme Court in WSPA v. BOE.   

 

In addition, Board staff determined that, after the re-adoption of Rule 474, a county assessor 

would still need to continue to monitor the market for petroleum refinery property because Rule 

474 does not supersede RTC section 51(d) and because the presumption in Rule 474 is 

rebuttable.  Staff determined that, after the re-adoption of Rule 474 and in the absence of 

substantial changes in the California petroleum refinery market, county assessors could continue 

to generally value petroleum refinery property (land, improvements, and fixtures) as a single 

appraisal unit.  Board staff also determined that, after the re-adoption of Rule 474 and in the 

absence of substantial changes in the California petroleum refinery market, county assessors 

could continue to rely on each petroleum refinery owner to produce evidence to establish that 

some or all of its refinery’s “fixtures” should be valued as a separate appraisal unit because those 

fixtures are not commonly bought and sold as a unit with the refinery’s land and improvements, 

when available.  Therefore, Board staff concluded that the re-adoption of Rule 474 is fully 

consistent with the existing mandates of RTC section 51(d), and that there is nothing in the 

proposed re-adoption of Rule 474 that would significantly change how individuals and 

businesses, including county assessors and petroleum refinery owners, would generally behave 

due to the current provisions of RTC section 51(d) as interpreted by the California Supreme 

Court in WSPA v. BOE.   

 

As a result, the Board has determined that the re-adoption of Rule 474 does not impose any costs 

on any persons, including businesses, in addition to whatever costs are imposed by RTC section 

51(d) as interpreted by the California Supreme Court in WSPA v. BOE, and there is nothing in 

Rule 474 that would impact revenue.  The Board also estimates that the proposed re-adoption of 

Rule 474 will not have a measurable economic impact on individuals and business, including 

county assessors and petroleum refinery owners, that is in addition to whatever economic impact 

the enactment of RTC section 51(d), as interpreted by the California Supreme Court in WSPA v. 

BOE, has and will have on individuals and businesses.  And, the Board has determined that the 



 

proposed re-adoption of Rule 474 is not a major regulation, as defined in Government Code 

section 11342.548 and California Code of Regulations, title 1, section 2000, because the Board 

has estimated that the proposed amendments will not have an economic impact on California 

business enterprises and individuals in an amount exceeding fifty million dollars ($50,000,000) 

during any 12-month period.  Therefore, based on these facts and all of the information in the 

rulemaking file, the Board has determined that the proposed re-adoption of Rule 474 will neither 

create nor eliminate jobs in the State of California nor result in the elimination of existing 

businesses nor create or expand business in the State of California. 

 

Finally, Rule 474 does not regulate the health and welfare of California residents, worker safety, 

or the state’s environment.  Therefore, the Board has also determined that the re-adoption of 

Rule 474 will not affect the benefits of Rule 474 to the health and welfare of California residents, 

worker safety, or the state’s environment. 

 

The forgoing information also provides the factual basis for the Board’s initial determination that 

the re-adoption of Rule 474 will not have a significant adverse economic impact on business. 

 

The proposed re-adoption of Rule 474 may affect small businesses. 

 

Tax Effect of Treating Petroleum Refinery Property as One Appraisal Unit 

 

Although the Board has determined that there is no economic impact associated with the re-

adoption of Rule 474 due to the mandates of RTC section 51(d), the Board is aware that fixture 

depreciation can be offset by appreciation in land and improvements when petroleum refinery 

property (land, improvements, and fixtures) is valued as a single appraisal unit, as the California 

Supreme Court indicated in WSPA v. BOE.  Therefore, the Board recognizes that there is 

sometimes an increase in the total assessed value of petroleum refinery property when fixtures 

are valued as part of the same appraisal unit with land and improvements under RTC section 

51(d) and Rule 474, instead of valued as a separate appraisal unit under Rule 461(e).  The Board 

also recognizes that property taxes increase by one percent of each increase in assessed value.  

 

As a result, Board staff determined that it needed to obtain the available data regarding the 

market values and adjusted base year values for petroleum refinery land, improvements, and 

fixtures so that Board staff could accurately compare the total assessed value of a petroleum 

refinery when its fixtures are valued as a separate appraisal unit under Rule 461(e) and valued as 

part of the same appraisal unit with land and improvements under Rule 474.  Therefore, Board 

staff contacted the California Assessors’ Association and requested that the county assessors 

provide Board staff with the available data for 2009 through 2013 without identifying specific 

petroleum refineries.  In response, the California Assessors’ Association provided all of the data 

for nine petroleum refineries for 2009-2013, and all the data for one additional petroleum 

refinery for 2009-2012, including many of California’s largest refineries.  

 
6

Board staff subsequently reviewed the available data for the 10 refineries.   Board staff 

determined that valuing petroleum refinery fixtures as part of the same appraisal unit with land 

                                                           
6
 Attachment F contains Board staff’s economic impact assessment of the available data. 
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and improvements under RTC section 51(d) and Rule 474, instead of valuing fixtures as a 

separate appraisal unit under Rule 461(e), only results in a higher total assessed value:  

 

1. When the current market value of the fixtures is less than the adjusted base year value of 

the fixtures; and 

 

2. Either: 

 

A. The combined current market value of land and improvements is more than the 

combined current adjusted base year value of the land and improvements; or 

B. The combined current market value of land, improvements, and fixtures is more 

than the combined current adjusted base year value of the land, improvements, 

and fixtures. 

 

Otherwise, valuing petroleum refinery fixtures as part of the same appraisal unit with land and 

improvements under RTC section 51(d) and Rule 474, instead of valuing fixtures as a separate 
7

appraisal unit under Rule 461(e), does not result in an increase in assessed value.  

 

In addition, Board staff determined what the assessed values would be for 2009 through 2013, 

under RTC section 51(d) and Rule 474, and under Rule 461(e), for each of the 10 California 
8

petroleum refineries for which data is available.   However, the data did not indicate that valuing 

petroleum refinery fixtures as part of the same appraisal unit with land and improvements under 

RTC section 51(d) and Rule 474, instead of valuing fixtures as a separate appraisal unit under 

Rule 461(e), has a consistent tax effect in any given year or from year-to-year.  Instead, staff 

determined that the owners of one of the 10 refineries would not pay higher property taxes under 
9

RTC section 51(d) and Rule 474, than under Rule 461, in any of the five years.   Staff also 

determined that the owners of nine of the 10 refineries would pay higher property taxes under 

RTC section 51(d) and Rule 474, than under Rule 461, in at least two of the five years.  

Specifically, staff determined that: 

 

 The owners of two of the 10 refineries would pay higher property taxes under RTC 

section 51(d) and Rule 474, than under Rule 461, in two of the five years; 

 The owners of two of the 10 refineries would pay higher property taxes under RTC 

section 51(d) and Rule 474, than under Rule 461, in three of the five years; 

 The owners of three of the 10 refineries would pay higher property taxes under RTC 

section 51(d) and Rule 474, than under Rule 461, in four of the five years; and 

 The owners of two of the 10 refineries would pay higher property taxes under RTC 
10

section 51(d) and Rule 474, than under Rule 461, in all five years.  

  

In addition, Board staff determined that the owners of 9 of the 10 refineries would collectively 

pay the following additional property taxes for 2009 through 2013 if their refineries were valued 

under RTC section 51(d) and Rule 474, rather than under Rule 461, and determined that the 

                                                           
7
 See Attachment F, pages 1 through 8. 

8
 See Attachment F, pages 7 and 8.  

9
 See Attachment F, pages 7 and 9. 

10
 See Attachment F, pages 7 through 10. 



 

Page 17 of 17 
 

additional taxes represented the following percentage increases in their collective property taxes 

for each year: 

 

2009:  $4,633,805  2.78% 

2010:  $5,221,876  3.79% 

2011:  $5,159,918  3.46% 

2012:  $4,045,140  2.52% 
11

2013:  $2,816,552  2.40%  

 

Finally, as noted above, Board staff concluded that the tax effect of valuing petroleum refinery 

fixtures as part of the same appraisal unit with land and improvements under RTC section 51(d) 

and Rule 474, instead of valuing fixtures as a separate appraisal unit under Rule 461(e), depends 

entirely upon: 

 

 Whether and to what extent the current market value of a particular petroleum refinery’s 

fixtures is less than the adjusted base year value of the fixtures; and 

 Whether and to what extent the:  (A) the combined current market value of the same 

petroleum refinery’s land and improvements is more than the combined current adjusted 

base year value of the land and improvements; or (B) the combined current market value 

of the same petroleum refinery’s land, improvements, and fixtures is more than the 

combined current adjusted base year value of the land, improvements, and fixtures.  

                                                           
11

 See Attachment F, page 11. 


